ABSTRACT
INTRODUCTION
The selection of a particular exchange rate regime which is consistent with the economic interests of the country depends on various factors. The appropriate exchange rate regime will be modified over time according to the changes in country's circumstances. The series are log to remove measurement errors and to estimate the sensitivity (elasticities) of the variable -nominal effective exchange rate -against the change of the other variables or vice versa. The analysis first applies the ordinary least squares method, but the validity of this method is challenged because of the coefficients which are produced by this method. So, we continue with modern methods such as Vector error correction model. The real effective exchange rate (REER) is one of the variables that we examine the co -integration. The concept of nominal effective exchange rate (NEER) and real effective exchange rate (REER) is extremely useful in the context of an open economy macroeconomics for measuring the competitiveness of domestic production to international markets. The nominal effective exchange rate expresses the price of the domestic currency relative to the currencies of major trading partners, while the real exchange rate represents the changes against the competition (Goswami and Sarker, 2011) 
In the previous expression ij s is part of the imports of the country j from the partner i, while (2) in the previous term REER, i j CPI CPI is the ratio of Consumer price index (CPI) in the importing country j against the exporting country i (Oskooee, 2001) . Oskooee (2001) First, we make a review of the literature in this area, and than follow the section with regressions.
LITERATURE REVIEW
This section presents several studies that use the variable nominal effective exchange rate. Also, here is provided an overview of methods used by these studies (Table 1) . 
Studies
Title Methods Baxter and Stockman (1989 
METHODOLOGY
The presence of bilateral causal relationship between two variables, makes more complex building of models. Regressions by the method of ordinary least squares produce statistically high and significant parameters, but the presence of autocorrelation raises the question whether MNC models robast. This applies when the variables are co-integrated. Once we find evidences of co-integration between the variables, we specify appropriate vector model to correct the deviation of equilibrium (error) оr VECM (Vector error correction model), which is applied in the examination of models containing more than one endogenous variable.
Engle and Granger provided a solid theoretical fundamental for estimation and modeling cointegrated non-stationary time series in their research (Robert and Clive, 1987) . Some authors suggest that the coefficients of Engle and Granger, the long estimated parameters by the method of least squares are consistent and highly efficient (have a small standard deviation) (Stock, 1987) .
Correct This formally is proven in VECM models estimations that are given below. Another authors introduce systematic approach, and the main advantage of the Johansen method of maximum likelihood (ML), is that it allows to determine the number of co-integration (long-term) relationships between variables (Johansen and Juselius, 1990) . Correct Akaike information criterion (AIC) has a feature to estimating the optimal order of lagging. A new asymptotic efficient estimator was proposed, which is known as Saikkonen-Lutkhepohl cointegration method, and the idea behind it is removing the asymptotic inefficiency of the estimated coefficients by the method of ordinary least squares (Saikkonen, 1991) . Correct
EMPIRICAL RESEARCH

Vector Correction Models of Deviations from Equilibrium (VECM)
The optimal number of lags for the endogenous variables in the VECM model is determined Cointegration between logneer and loggdp Saikonen and Lutkepol test has showed that in the case when a constant is included in the relationship of co-integration, the cointegration rank is 1 (Saikkonen and Lütkhepohl, 1999) Johansen and Saikkonen Lütkhepohl (Johansen, 1988 (Johansen, 1991) . (Lütkhepohl and Krätzig, 2004; Lütkhepohl and Krätzig, 2005) . Correct coefficient of normalized vectors (Loading coefficients), their t statistics could be interpreted in usual manner depending on the estimated coefficients of the co-integration.
Their significance is explained in the following table for the VECM model . Vectors of cointegration , thus we chose t neer log for dependent variable , means that the coefficient of this variable in the cointegration relation will be normalized to 1, the procedure of maximum likelihood estimation (Table 5) . Table-5 . VECM model, the coefficients of normalized vectors, deterministic variables and the optimal number of lags of the endogenous variables
Таble-6. Diagnosis of VECM model
Note:√ shows that there is no problems with the diagnosis; x shows that there are some problems with diagnosis
Таble-6(continue).Diagnosis of VECM model
Note:√ indicates that there is no problems with the diagnosis; x indicates that there are some problems with diagnosis.
From the preceding tables for the diagnosis in models can't reject the null hypothesis that the restricted model has a better presentation from unrestricted model for correction of error. 2 The autocorrelation is of particular importance in the analysis of time series and it is not a problem in any of the models. The models have a problem with normality in the residuals but it is not a big problem to be reviewed the results obtained with our models.
CONCLUSION
From the presented estimation starting with VECM, we recognize that 1 % increase in imports will cause an increase in the nominal effective exchange rate of 0.115 % . T -statistics which is less than 1.65 indicates that between GDP and nominal effective exchange rate there is no cointegration. Further, 1 % increase in interest rates will cause a reduction of nominal effective exchange rate of 0.2 % ; 1 % increase in exports will cause a decrease in nominal effective exchange rate of 0.119 % ; 1 % increase in purchasing power parity will cause a reduction in nominal effective exchange rate of 0.155 % .When the focus is on real exchange rate, 1% increase in real exchange rate will cause reduction in nominal effective exchange rate of 0.341%. 1% increase in inflation leads to an increase in nominal effective exchange rate of 4,089%. For money supply M2, results show that 1% increase in the money supply M2 leads to reduction in the nominal effective exchange rate of 0,064%. According to results, we conclude that the cointegration relation of the nominal effective exchange rate is bilateral with following macroeconomic aggregates: interest rate, purchasing power parity, the real effective exchange rate (REER) and the monetary aggregate M2. The cointegration relation has direction from the nominal effective exchange rate to other macroeconomic aggregates only in the case of imports and inflation . In the case of monetary aggregate M4 and exports, causality moves from them to the nominal effective exchange rate. In the case of the GDP, the serie is not cointegrated with the nominal effective exchange rate .Robust tests confirmed that the model is well specified and can not reject the null hypothesis. Based on the results we can decide to favor long-term bilateral causal relationship. The series of short term are not statistically significant related to the short-term.
However, researcher's conclusions about causality depends on the length of the sample, the number of explanatory variables (Lemos, 2004) .
